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Political News

The ruling Conservative Party has suffered a painful defeat in the country’s local government elections both in rural areas and large cities. It has been heading most of the country’s towns and districts for the past threes years with 493 mandates, however, ranked third during the elections this time winning only 168 mandates.

Political analysts were anticipated poor performance of the Conservative party, which was considered as responsible for the last year’s downturn in economy, however, nobody has predicted a remarkable success of the Social-liberals and the Farmers parties, which emerged as election winners from nowhere.

The municipal election results reflected Lithuanian voters’ disappointment in the well-known politicians and aspiration to find the new leaders able to attach great importance to their daily needs. It is likely that the same sentiments will prevail during parliamentary elections in October. The biggest election sensation became the Lithuanian Freedom League, a controversial populist union, which won elections in the second biggest city Kaunas.
Meanwhile, the opposition parties-Center Union and Liberal Union, which topped pre-election polls failed to translate into reality their popularity and though gained more votes than in the previous elections, found themselves only on the fifth and the sixth place this time.

Gediminas Vagnorius, former Prime Minister and one of the leaders of Conservative Party, was eliminated from this party together will some 12 his followers. This will weaken positions of Conservative party in Seimas. It is expected that Moderate Conservators, as they call themselves, soon will announce about creation of own party. This will be one more hit to Conservative Party, led by Landsbergis. Their coalition partner, Christian Democratic Party already split into two parties in the beginning of this year. 

Algirdas Brazauskas, former President and leader of Labour Democratic Party, has informed that he will return back to politics and will try to unite left wing parties. Although right parties met this announcement with some skeptics, Brazauskas is still popular and can help to attract more votes for left parties, namely Labor Democratic Party and Socialdemocratic Party, during elections to Seimas in October 2000. 

Economy

In February and March conditions on international markets remain favorable for the recovery. So the Lithuanian economy gathered momentum and picked up from the 1999 lows. The recovery was based primarily on foreign demand. The rise in exports recorded at the beginning of this year could become a solid base from which a sustainable growth would be build because it doesn’t rely on short-term consumption. 

Private consumption is likely to remain depressed in 2000 as official unemployment stays close to 12%, while a rise in utility tariffs decreases real household incomes. 

However, it should be noted that domestic demand has started to accelerate recently in Lithuania. In January retail sales increased by 11,2% over the same period of 1999. The result came as a surprise to analysts expecting flat figures in retail sales in 2000 due to the decreasing real wages.

Inflation during January-April 2000 in Lithuania  was 1.3%. It is expected that index of prices will not increase in the next few months. 
The size of the current account deficit in 2000 will be determined mainly by the merchandise trade deficit. The balance of services is expected to be positive and improve gradually as the increase in transport and tourism revenue will be sufficient to cover the growth in demand for foreign services. Nevertheless, it is possible to expect that imposed saving policy would slow import down and contribute to a narrowing external gap.

Economists are in agreement that with the austerity package fiscal policy is on the right course, but the Government has missed opportunities up to now for making structural reforms. In its almost four year in office, the Conservative party did not do enough to ensure a rapid structural reform.

The Statistics Department, following a Government directive, has made a preliminary calculation that during the first quarter of this year, compared with the same period in 1999, GDP grew 4.2%. Due to statistical forecasting mistakes made last year, Bank of Lithuania specialists doubt the reliability of this indicator. 

According to the data announced by Statistics Department, approximately one third of employees in Lithuania receive salaries that do not exceed 600 litas. Number of employees that get salaries of the range 2000 – 3500 litas has increased from 0.7% to 5.7% during last year. Only 0.5% people receive salaries above 5500 litas. 

Average ‘bruto‘ salary in March was 1071 litas, it increased by 2% compared with March of 1999. 

Economical news

Lithuanian Ministry of Environmental Protection has signed an agreement with Belorussian Ministry of Forestry regarding import of timber from Belorussia,. This agreement will allow Lithuania to ensure supply of raw materials to cellulose factory, if it will be decided to build in Lithuania. 

Mazeikiu Nafta signed a long-term agreement with BP Amoco. Thus Mazeikiu Nafta oil products (aviation fuel, diesel, and gasoline) will be sold in International market. 

However, Mazeikiu Nafta posted an audited loss of 17.2 M litas for the first quarter of this year. The quarterly loss for the same period of 1999 was 31.2 M litas. 

Losses were caused by interruptions in crude oil supply, low oil refining output and the Butinge terminal operation at half capacity. 

Mazeikiu Nafta first quarter turnover totaled 1.02 Billion litas this year, up from 0.37 Billion litas in the first three months of 1999. 

Operator of Mazeikiu Nafta, Williams International, continues negotiations with russian oil company Jukos regarding sales of 10% of Lithuanian oil complex in return of guaranties of crude oil supply.  Williams so far was not able to reach long-term agreement with Lukoil. 

One of the biggest Lithuanian companies, manufacturer of color picture TV tubes won a antidumping trial which was initiated by Phillips and subsequently increased its export to European Union. In May, Ekranas plans to hire another 130–150 employees, and during this year earn a profit of 40 M litas. 

Finances

Despite upward trend in economy, the overall fiscal position remains weak. Lithuanian state budget revenues totaled LTL 0,8 bn (USD 0,2 bn) in the first two months of this year, or 7% less than the target for the period. 

Budget spending in the two months amounted to LTL 1021 bn (USD 255m) and the deficit was LTL 230m (USD 58m) or 29% of this year target.

Serious pressure to the budget creates situation, when companies cannot pay taxes, as they have not received payments from the state and the state can’t meet its obligations due to lack of budget revenues. So local companies are still experiencing shortages of cash as the largest banks do not want to take risk of providing new loans to indebted companies. The Government had to spend a 250 m worth of Eurobonds proceeds raised in February to redeem some of its debts to private business.

Fitch IBCA, the international rating agency has already affirmed its long-term foreign currency rating for Lithuania at BB+ . The short-term foreign currency and long-term local currency ratings of B and BBB+ respectively were also affirmed. Moody’s , the other international rating agency has also acknowledged that present corrective measures, undertaken by the Government to shore up the fiscal and external payments positions, coupled with continuing efforts to broaden and deepen reforms, will work to bolster the stable outlook for Lithuania’s Ba1 foreign currency rating. For the longer term stable outlook is based on the continuing of reforms in the context of Lithuania’s European Union accession.

Therefore, Lithuania’s liquidity position improved markedly in the course of 2000 as the strengthening investors confidence allowed the central bank to increase its foreign-exchange reserves, which now cover three months of goods import. 

The external financing requirement will total around USD 1 bn in 2000, about half of which is expected to be covered by foreign direct investment. Although the sale of the state-owned energy companies is unlikely to bring much money, the privatisation of a 35% stake in the Telecom is expected to raise USD 300-400 m.

In February  T-bills worth of LTL 370m (USD 93m) were placed on domestic market or 12% less than a year ago. The tight fiscal policy of the Ministry of Finance and shift to foreign borrowing left the banking sector awash with cash. There is more and more liquidity all the time and there will continue to be in coming months. So interest rates have fallen further in February and March, with three months T-bills average discount rates reaching the lowest levels in two years time.

The average interest rate for time deposits in foreign currency was at the same level as in local currency and made 4,27% in February, while borrowing in foreign currency was priced 161 base points less than in domestic currency and stood in average at 11,78%.

Banking

The privatization of two state banks-Agriculture and Savings – will alter the landscape of the Lithuanian banking system in 2000 so far dominated by Vilniaus Bankas. It is widely believed that this privatisation is the recipe for a more efficient financial sector and will ultimately lead to higher economic growth.

In an attempt to prepare the largest country’s Savings bank (LTB) for privatization in the best possible way the whole board was replaced. Meanwhile, Agriculture bank privatisation process has already reached its final stage. The challenge for the new owners of the state banks will be to upgrade their products and services that at this moment are inefficient. Return on assets of Savings bank and Agriculture bank is twice lower than in Vilniaus bankas. Savings bank and partly Agriculture bank have been traditionally earned profits by rolling over public debt rather than lending funds. Meanwhile, the decline in interest rates made buying government securities less profitable this year, so banks have to be converted into active lending institutions and focused on offering more electronic services.

It is expected that by the end of this year foreign owners will dominate the capital of the domestic banking system. Nevertheless, there is a concern that Savings bank will be already sold this year, as restructuring of its loan portfolio drags on.

Domestic banks and the other Baltic banks would not be able alone to participate in privatization tenders of Lithuanian state-owned banks as the bank of Lithuania together with the Ministry of Finance set a high requirement for new investors international ratings. Only investors with no lower than BBB- long-term-credit rating will have the possibility to purchase the bank.

Insurance

It is likely that forthcoming changes in legislative framework of insurance market will force insurance companies to revise their strategy on the domestic market and made it more vigorous. The group set to prepare domestic securities market development measures submitted to the Government proposal to revise upward ceiling on investment into equities for insurance companies. At this moment insurance companies’ investments had been limited to bank deposits and government bonds (80% of provisions). But as state interest rates were falling over the past three months, the profits of many insurers would decrease. The Government is set to raise the ceiling on insurance companies’ stock market investments in a move aimed at boosting liquidity during a sluggish period for the country’s bourse and provide private business with fresh funds.

Long awaited law on compulsory motor insurance was included on the parliamentary spring session agenda and would pass the parliament till July with coming into force since January 2001.

Privatisation

Privatisation became a sensitive issue after badly managed sell off a stake in Mazeikiu Nafta refinery to US company Williams International, which has inflamed privatisation debates and led to requirements to revise policy of selling domestic enterprises to foreigners. So the Government has to act carefully in selling strategic stakes in the two large banks and in search for strategic investor for energy and airlines sell-offs.

Recently, the Cabinet draft legal amendments allowing selling shares in companies, undergoing privatisation, on foreign markets. The amendments provide for the public offering of shares on the domestic and international stock exchanges in accordance with the established practices. When Parliament adopts Government’s proposal, the green light will be switched on for selling a remaining 35%  stake in Lietuvos Telekomas (Lithuanian Telecom) on the London stock exchange of Lithuania. The Government has picked a consortium of Germany’s Dresdner Kleinwort Benson and Austria’s CA IB Investmentbank as its advisers on the sale of a 35% stake in the telecommunication company.
The amendments to the 1998 investment agreements to a consortium of Sweden’s Telia and Finland’s Sonera were also submitted to facilitate privatisation process. This consortium acquired a 60% stake in Lithuanian Telecom, while another five percent was later sold to the company’s employees. 

Eleven foreign companies and consortia have submitted bids to advise the Lithuanian government on the restructuring and privatisation of Lietuvos Energija, including the banks Credit Commercial de France, Raiffeisen Investment, CIBC Wood Gandy and others.
The Government, which owns 87 % of shares in Lithuanian Energy, plans to sell the distribution networks by the end of this year.

Long awaited tender for adviser in privatisation of the natural gas importer and distributor Lietuvos Dujos (Lithuanian Gas) was announced as well. The Government, which currently owns 91,95% of shares in the company, is aiming to close privatisation deal by December 1 this year. The Government intends to keep between 34% and 51% of ownership following the privatisation. A stake of at least 34% and the operational control of the company will be offered to a strategic investor, whereas the remaining shares will be sold to other investors.

Meanwhile, the Privatisation Commission approved a draft agreement on the sale of a 90,33% stake in Ventus Nafta, a state-owned fuel retail company, which was separated from Mazeikiai refinery during its privatisation process and at the present owns 20 petrol filling stations across Lithuania.

Foreign investments

As Lithuania prepares to join the European Union, Russian regions are rushing to cooperate with Lithuanian counties, and Russian businesspeople are attempting to overcome the consequences of the August 1998 crisis by increasing trade turnover through joint ventures.

Joint Russian-Lithuanian ventures in the Kaliningrad region are multiplying. If more than 30% of a product’s value is created in a joint venture, it is brought into Russia without customs duties, under a liberalized regime. The food and transport industries lead in this respect. 

One of the largest tires manufacturers in the world, the German company Continental, may come back to Lithuania. The Germans are re-considering the possibility to construct in Lithuania a tire manufacturing plant. 

Despite that the Germans have already invested some DEM 13 million out of the allocated DEM 100 million for investment in Romania this does not indicate that Continental will remain in this country. Continental will be researching for another month in Lithuania, in cooperation with their representatives, the Panevezys located company Kelias. Continental has been considering to build a plant with 1,500 work places and to invest some DEM 200 million in Lithuania.

US company Penninox America plans to build stainless steel products factory in Klaipeda this year. Investment of this company will be approximately 32 - 35 M USD. 

The Grain Processing Association may halt investments by the U.S. company Mars Inc. in Lithuania. Mars intends to build a second Master Foods plant here, but the GPA insists on imposing a 10 percent import duty on dog and cat food.

In a few days, Master Foods Lietuva will announce a tender for construction work. The winner of the tender will build the second plant for the company in Lithuania.. Executives of MFL claim that the investments have been planned without considering that the conditions for the business would be changed. 

Important legal acts

Ministry of finance prepared a project of new Law on returning of VAT on exported goods. If accepted, this law introduces stricter rules of VAT returning, and only companies that export more than 80% of production will be able to get VAT returning in money, others will get only reduction of taxes.

According to Ministry of Finance, this new project became necessary because of cheating and taking money from budget for goods that were not exported. However, it will also negatively affect smaller exporters. 
On May 1 Seimas adopted law that restricts advertising of tobacco products. Now discussions are going on implementation of this law. Advertising companies expect that Seimas will take into consideration their suggestions and these restrictions will be postponed until year 2001 or 2002.

Seimas, mostly by efforts of Conservative and Christian Democratic parties, passed a law that first block of Ignalina Nuclear power station has to be closed by year 2005. This law will create a basis for international donors financially support closing of nuclear power station. Also it was one of the main conditions set by EU for Lithuania in order to enter European community.  However, this law was strictly criticized by opposition, which said that ruling party dos not take into consideration indirect social and economical impact of such action. Also EU does not give a clear answer how it will support closing of nuclear power station. 

Opposition also criticizes ruling party for not being able to form a clear position for the beginning of negotiations with EU, and for failing to explain advantages and disadvantages of entering EU to Lithuanians.

The country’s parliamentarians are concerned about declining lottery turnover in Lithuania. Amendments to the Law on Investment are under consideration in the Parliament, which would do away with the prohibition on foreign investment into lotteries. 

The Finance Ministry has drawn up amendments to the Law on Individual Income Tax, which would redefine the concept of residence and modify what foreign-based companies count as taxable income. 

Talk of electronic business in Europe is turning into action. A multitude of Lithuanian companies have also taken the first steps in the direction of e-business: they have created Web pages with information about themselves, offer their goods and services in virtual stores, and customers can pick out basket of goods. But further progress in e-business is hindered by the fact that an electronic signature remains in valid in Lithuania. The Parliament, it is hoped, will pass a law on electronic signatures by autumn. At that time, an e-business boom is forecast for the country.

The Government is requesting Semis (Parliament) committees and parties to express their opinion as to whether parliamentarians are prepared to change article 47 of the Constitution and the constitutional law connected with it. Local and foreign entities would be allowed to buy not only agricultural land, but also all other kinds of land. 

Information Technologies

Lithuanian Telecom and the mobile telephone company Omnitel intend to jointly provide and broaden new services in the Lithuanian telecommunications market, coordinating their fixed and mobile networks. 

A public offering of shares of Lithuanian Telecom will start in May and will be completed on June 12. The share prices will be announced after the ratio f supply and demand will be evaluated. The State expects to get some 1,2 Bn litas for its 35.03% of shares. In 1998 Scandinavian consortium formed by Telia and Sonera paid 2.04 Bn litas for 60% of shares. 

Lithuanian Telecom has signed 30 M Lt agreement with one of the biggest Lithuanian IT company "Alna" This company together with Hewlett-Packard will implement modern client billing system for Telecom.

So far this is the biggest agreement in Lithuanian IT industry. 

“Baltic Republic fund”, which acquired 16% of Alna shares in 1997 for 2 M USD, plans to invest more money and to double its stock at Alna. 

GSM company "Bite GSM" announced that it will start providing more services for business clients. Although now most of its clients are private users, "Bite GSM" will change its strategy and will start paying more attention to data transmission and Internet services.

Compaq announced that it will open an office for Baltic countries in Lithuania this year. During 1999 sales of Compaq in Lithuania increased by 25% and reached 40 M litas. Compaq expects similar growth this year as well and plans to concentrate in banking, utility infrastructure and telecom sectors.
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